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Response of the Office of Chief Counsel
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Re Morgan Stanley Smith Barney LLC

09011647
Citigroup Inc

Incoming letter dated May 29 2009
ington DC 2ft5J

Capitalized terms in this letter have the same meaning as in your letter

Based on the facts and representations in your letter but without necessarily

concurring in your analysis the Division will not recommend enforcement action to the

Commission if without registration under the Securities Act or compliance with Rule

144 thereunder and from Legal Day One through the applicable Relief Period the

Morgan Stanley Parties the Citigroup Parties and MSSB sell securities on principal

trading basis or through customer accounts over which they respectively exercise

investment discretion in the manner and subject to the limitations described in your

letter

We have considered your request for confidential treatment of your letter and our

response We have determined that the request is reasonable and appropriate under 17

CFR 200.8 1b Accordingly your letter and our response will not be made public until

the earlier of1 the Closing Date and 120 days after the date of our response

This position is based on the facts and representations made to the Division in

your letter Any different facts or conditions might require the Division to reach

different conclusion This response expresses the Divisions position on enforcement

action only and does not express any legal conclusion on the question presented

Sincerely

Thomas Kim

Chief Counsel and Associate Director



Mail Stop 4546

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON D.C 20549

May 29 2009

John Utzschneider

Bingham McCutchen LLP

One Federal Street

Boston MA 02110-1726

Re Morgan Stanley Smith Barney LLC

Dear Mr Utzschneider

In regard to your letter of May 29 2009 our response thereto is attached

to the enclosed photocopy of your correspondence By doing this we avoid

having to recite or summarize the facts set forth in your letter

Thomas Kim

Chief Counsel Associate Director

DIVISION or
CORPORATION FINANCE
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John lJtzschneider

Direct Phone 7951 .g852

Direct Fax Th5 12736

john.utchneidertbingham.coin

May 29 2009

Division of Corporation Phiance

Office of the Chief Counsel

U.S Securities and Echnge Commission

100 Street NE
Washington DC 20549

Re Morgan Stantey Smith Barney Request for No-Action

Position Section Rule 144

Ladies and Genttcrnen

N3flA M4

yj
ZLJ 33S

This lctter contains certain requests for temporary relief on behalf of Morgan
Stanley Smith Barney LLC MSB and its two ultimate parents Morgan StanIe

Morgai Stanley and together With its affiliates other than Holdings as defined

below MSSB 4nd other direct and indirect subsidiaries of Ho1drngs the Moriii

$yjgffies and Citigroup Inc jpgroupand together with its 41fi hates other

than Holdings MSSB and other direet andindirect subsidiaries of Holdings the

jJgroup Parties Speutically the purpose of this lettu is to request that the Staff

the ff of the Division of Corporation Finance of th Securities and Exchange

Commission the CQmmis1on or the confirm that it would not recommend to

the Commissionthat it take enforcement action against MSSB the Morgan Stanley

Parties or thc Citigroup Parties if without registration under Section of the

Securities Act of 1933 as amended the Securities Acf or compliance with Rule 144

thereunder j44Such parties temporarily sell securities on principal trading

basis or for .disctetionary customer accounts on the basis described below

ro.provide you with
necessaty backgroun4 Part of this kflterprovids an

overview of the formation and structure of MSSB Part .11 provides diScussion of the

As discussed further below the businesses being contributed to te.joint venture will

inc1ude.ertain non4f.S affiliates which will be separate subsidiaries of Holdings as
defined below For purposes of this discussion wilt include Holdings and such

affiliates notwithstanding the fact that such affihiatCs technically wilt be separate

subsidiaries of Holdings

niideniial TreAtment Requested by M5S13 Morgan Stanley and Citigroup 001

Afl29996tn.18



May 29 2009

Pagt

LOIA CONFIDENTIAL TREATMENT REQUESTEE PURSUANT TO 17 CF 20081

management and structure of MSSI3 expected to be in place on the closing of the

transaction Part III provides atemporaiy proxsal for relief and Part IV provides
ttioiiilc thcrcforc Part summariies the intentions for effecting transactions under

Rule 144 after the need for the requested relief has passed and Part \I summarizes the

relief sought in this letter

Description of MSSB and the Transaction Creating MSSB

MSS13 is Icla%\are limited liability compaim formed on ebmary 2009 All

membership interests in MSSB are owned by Morgan Stanley Smith Barney Holdings
LLC Delaware limited liability company Ho1digf

Holdings and MSSB were formed pursuant to Joint Venture Contribution and

orm itton Agrcmcnt dated as of January 13 2009 thc conk nAreemnt by

anti hctwcen itigroup and Morgan tanIey Purcuant to the Contnbution Agreement and

uhjcct to thc completion of definitive limited liability company agrcement to be

entuvd into at thi closing itigroup and Morgan Stanley hae agreed to contribute

certain assets and busmesses to MSSI3 the Contributed Bujjcs With certain

c\ceptions thi Citigroup Contributed Businesses th hid include Citigroup

ictail brokeragi and futures busincss operating under thc name Smith Barncy in the

nited Shies and Australia and under the name Quilter in the 1Jnitd Kingdom Ircland

md the Jianncl Islands With certain eaeptions the Morgan Stanley Contrtbutcd

Busincsses thc Channel and colketively with thc SB Channel the jpne1s
includi Morgan Stanleys Global Wealth Managcmcnt business and its privak wcalth

management business on worldwide basis En the United States the Citigroup

Contributed I3usini.sses arc conducted prinupafly ithin Citigioup Global Markets Inc

cff Citigroup subsidiaiy and the Moigan Stanley Contributcd Business are

conducted within Morgan Stanley Co Incorporated Morgan Stanley

suhsidiar the primary business of MSSB will be retail brokeragi and privati. wealth

management Although MSSE3 through the MS Channel as dcfined in the paragraph

bclow wilt engage in limitt..d amount of prmcipd trading through the MS Channel

which may implicate Rule 144 such trading is expected to be mosti for the purpose of

tacihtatmg custoincrs and is xpcetcd to repiesent rctatwcly small portion of its overall

ai.tt ities he institutional businesses of MS and CGMI such as undcrsritmg advising

on mergers and acquisitions and institutional and proprietary trading and underwriting
will remain in MS and CGMI and are not being contributed to MSSB

hi \45 hanncl employs full time fixed income 11 trading business ollectiely
thc Dcsk Desk maintains

proprietary nnentory for chcnt trade facilitation and

br proprietary trading purposes

Conadcn1iai Freatmeni Rqueted by MSSB Morgan Sianky and Citigroup OO
A729996 15
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It is the intention of Citigroup and Morgan Stanley that following the closing of

th transaction thc Contributed I3usincsses currcntly conducted by CGMI and MS in thc

United States will Ix conducted Lw MSSII in substantially the same fashion with certain

limited modifications he closing of the transaction is cxpectcd to occur as of May 31

2009 thc and June 2009 is the target first day of MSSB operations

e.gal Day One MSSE3s business will bc can-ied out by appromiatcly 20 000

financial advisors in the United States whose
registrations will be transferrcd to MSSI3

For egal Day One du to the sue and complexity of thc combined entity MSSB
intends to makc as fcw changcs as possubk to legacy organizational operational and

supervisory structures as thcy currcntly cust in CjMI and MS Most significantly for

certain period ol timt the customers of the 513 Channcl will continue to have their

transactions cleared through and have their customer accounts custodied and carricd by
CiMI and customcrs of the MS Channel will continue to have thur transactions

cleared through and hae their customer accounts custoducd and carried by MS As part

of this ckaring function the services to be provided by MS and CGMI will include

clearmg and settling sccurities transactions proiding trade confirmations and customcr

statements and performing certain cashiering functions custody scrvices and iclated

services number of functions including regulatory compliance and supervisory arcac

will be coordinated and aligned and others will be centralized pursuant to umbrella

programs and policies that will overlay the legacy programs and polices of the two

hanncls er timc and following the
partics applicable Relief Periods as defincd iii

Part ill below it is expcctcd that thc two hanncls will be integrated into one

opcralion and that ultimatch MSSI3 will become fully self-clearing and custody and

carry its own customer accounts

At the close of the transaction through various subsidiaries Morgan Stanley svill

own 51% of Holdings and Citigroup will own 49% of Holdings As noted abovc the

contributed Businesses will include certain additional non-U affiliates of Morgan

Stanley and Citigroup all of whose holdings in SEC-registcrcd sccuritres will need to be

taken into account for Rule 144 purposes

Holdings will be managed by board of directors consisting of four Morgan
Stanicy dcsignces two Citugroup dcsignccs and the senior most opcrating e\ecutic of

Holdings subject to certain requirements Board decisions will bc madc or dclegatcd to

loldings nianagcment by majontv vole provided that cach of Morgan Stank and

Citigroup will have veto rights with respect to certain matters

Morgan Stanley will be pravidcd with certam call rights cxercisable following

the third fourth and fifth anniversaries of the closing or upon change in control of

Citigroup which ultimately may gte Morgan Stanley full control of Holdmgs Citigroup

vll be pros ided certain put rights cxcrcisable upon change in control of Morgan

Stanley or under ccrtain circumstances following thc sixth annivcrsary ot the closing

I3oth Morgan Stanley and Citigroup will be subject to certain restrictions on transfers of

interests in Holdings and on operating acquiring or holding entities that engage in certain

Conlidcniiai Ttaimtii Rqucsicd bs MSSI3 Morgui Sianky and Citigroup -003
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restricted businesses Each will have customary registration rights from the earlier of an

IPO and the sixth anniversary of closing

Prior to and following the closing MSSR will work to integrate the information

tcclinology lFsstems of both Channels Due to the massive scale of the joint

cntwc hovcsci crcatmg an intcgrated IT sstem from the iMl and MS legacy 11

ss stcms siil require e\tenslve changcs to multiple systems co%crlng range of business

uscs and multiple clicnt communications and for somc timnc th.rc ill be both product

data and system dissonance

Management and StrUcture of MSSJ3

Mcinageinern ofMSSB as qf Legal Dy One

As of Lcgal Day One the MSB cxecutme management team is cxpectcd to bc

ill plac Most munhcrs of thc MSSB executne managcment team will be emplovcd full

umc by and will proide all of their professional su ices to MSSB llosescr in somc

instances certain members of the team will have additional responsibilities at their

respective legacy employers at least through the transition period James jomlan the

Chairman and CEO of MSSI3 will continue to be an executive of Morgan Stanley

likewise certain other mcmbers of MSSI3 management will n.tain

responsibilities at Morgan Stanlcy in administrative functions including opcratmonc II

human resources and legal Hos%cvcr it is not currently anticipated that any of these

peopit will be involvcd in directing cffcctrng or recomincndmng transactions in securities

or voting securities on behalf ofMSSI3or its customers There will be other MSSI3

pcopk who ma hac ongoing responsibilities at Morgan Stank and/or s%ho will bc

inolscd in directing thc voting and mcstnicat of securities at MSSI3 1Iowcer in light

ol tht protcctions to bc irnplcmcnted me Information Barriti hclow MSSI3 and

Morgan Stanicy ill not share information about their respcctmvc customers trading or

thLlr proprictary nadmg except as necessary to indteatc Ihc existenec of inventory or to

facilttatc an MSSL3 tiade In addition in order to satisfy arious Financial Industry

Regulatory Authority requirements regarding review of research distnbutcd and

markcting materials created MSSI3 there may be limitcd number of cmployecs ol

the Citigroup and Morgan Stanley affihiatxl broker-dealers who will be dually-registered

with MSSE3 for certain period

nflduitial rtatrnun 1equsti.d \ISSB Morgan Stanky md itigroup 004
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iniegraiwn EfforLs /0 Dale IT Management and Oilier

As discussed fui-ther herein the integration of the IT systems is very extensive

and dilfluilt undrtakmg that ill takc months to complete ikt.wisc Integrating thc

Channels cmployces facilities and othcr sstems il1 he challenging Physical

spacc will be mtegratcd afltr Legal Day Onc only as Kascs cxptre and the bustncss

rationale favors combining facilities Svstcms other than thc II ystcms will bc

integrated only as necessary to appropriately account for MSSI3 operations Lccutive

management of MSSI3 will share space in Westchcstcr County New York as of Legal

Day One However generally employ ecs iII continue to ork in the offices in which

they currently ork and on the systems on which the currently work The integration

pross will bc gradual and will take 12-24 months to compkte With few L\ctptions

until the end of Relief Periods for both parties the two Channels will continue to operate

independently

oiinc and lint slnzrnl iswns fw MS.SR During 1/iL Rdii iods

YmgmdinestmcnI Dircticp within th MS chanuci

Within thc MS hannel the methodology for ot1ng and mestment decisions is

as Ibliows

For customer aceounis over which i/ic MN hannel has discretionuiy

au1fwrzf MS channel representatives make independent investment

decisions for customer accounts over which they have been granted

diretionary authority the Luslonier hee dcusionc arc made

independently by the representatives themselves and are not coordinated

among the representatives MS Channel representatives do not make

voting decisions with rcspcct to dlscrLtionary customcr accounts

Rather the MS Channel transfers discrctionary oting authority to third

party proxy advisory firms RtskMetrics which vote thc securitics

based on their own voting recommendations In rar mstanccs an MS
Channel voting committee may oerridc tht

proxy advisory firm oting

recommendation or make the voting decision when the proxy advisory

firm has no recommendation This same process applies to non
discretionary customer accounts where the customer requests that the MS
Channel as client service matter vote proxies on behalf of the

customer

or %IS hanad tiurd-pari managed ac aunt programs he vi

Channcl not granted discrctionary authority er third-party managed
accounts either with

respect to mvestmcnt deusions or %oting Rather

MS Channel customers grant voting and investment discretion to the

third-party manager of the account Accordingly the third-party manager

onikknual ircairnni Rquestd by MSSH Morii SLmley adCitigwup 05
Ap729966
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makes voting and investment decisions for the customers in these

managed accounts

Voting Investment Diseretionwithin the SB cbJ

Within the SB Channel the methodology for voting and investment decisions is

similar

For customer accounts over which i/ic SB Channel has discretionary

authority The SB Channel has personnel who develop sector allocation

trgtes which arc then shared kith mdividual finanual advisors or aic

incurporatcd Into investmcnt adisory accounts For most discrctionar

accounts the financial advisors make investment decisions guided by the

rccommndations of Citigroup rcscarch or investnicnt ad isory

programs which include asset allocation featurcs the financial advisors

assist clienLs in choosing an asset allocation model which is comprised of

mutual funds exchange-traded funds iL or separatch managed
accounts managed by third party manager In somc cases the

financial advisors may choose such mutual funds ETFs or separately

managed accounts The SB Channel generally makes voting decisions

for customcrs according to thc rccommendations ofthird-paity proxy

advisory firms e.g. RiskMctrics In relatively small number of cases

where such firms have conflicts or otherwise arc unable to provide

recommendations voting decisions are made by committee of

employees of the SB Channel

or Siniuli Barnt thirdparty managed acc ouiit progi urns The SB

Channl delegates the discretionary authority that it is granted by the

customers to third-party managers who make voting and an estment

decisions for the customers in these managed accounts

As is evident the two Channels have their own separate processes for making

voting and investment decisions and where their own representatives are actually

exercising discretionary authority these decisions are based on independent factors

litsc
proccssts

ill guiunllv sta in placc after Legal Day Onc and through the partics

applicable Reliel Periods and combined with the other facts set forth in this letter

minnniJc concerns rcgarding the sharing of information and coordinated invisiment and

voting decisions While employees ofeach Channel at the senior levels may interact

from tune to tune invcstment and voting decisions are not made and ould not be

coordinated at this level

Intormauion Barriers

ConidntiaI Treairneni Rqusted by MSSI3 Morga Stanley and Ciigroup 006
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ommencmg at egal Day One MSSB Morgan Stanley and Citigroup will

nhuntam information barriers to protect their respective customers trading inlormation

Moign Stanley and Citigroup iii not share information about their customers trading

ssith MSSB nor will they share sith MSSB information about thur propnetary tiading

except as necessary to indicate the existence of inventory or to facilitate an MSSB
tradc MSSB will not sharc information sith Morgan Stanley or Citigroup about its

tradmg cxcept as necessary to execute trade through MS or COMI Morgan Stanicy

and Citigroup will not share information about their pending investment banking or

mergers and acquisitions transactions with MSSB except to the extent MSSB is

irtiupattng \%lth one or both firms in distribution of sccuritics or as nucssary to

enforce statutory trading restrictions such as the tender offer rules Although

MSSI3 will not maintain formal information barriers between the MS channel and the SB

Channel note that during the parties applicable Rclid Periods registered

representatives in the SF3 Channel will not hae computer systems access to customcr

positions and trading information in the MS Channel and registered representatics in

the MS hannel will not have computer sstems access to customel positions and trading

information in the SB Channcl During thc partte applicable Relief Periods customer

tradcs in the MS Channcl will hc cleared through and custodied at MS and customer

trades in the SB Channel will he cleared through and custodied at COMI As result

Morg in Stanle and itigroup hcliee that it is unlikel that registered reprcsenlatlvcs

md custoincr in thc tso scparate Channcls ill hae an practical ability to coordinatc

trading of securities

In addition the information barriers described aboe for ariet of legal and

compliance reasons Citigroup silI implement information barriers bctwcn it and MSSE3

on egal Day One designed to permit the positions and activities of MSSI3 and Citigroup

not to be attributed to one another for the purposes of Sections 13 and 16 and Rule 4e-5

in accordanct ith the SI disaggregation guidance in its Rckase No 34-39538

January 12 1998

HI Temporary Proposal for Relief for Legal Day One

In/rod tic/ion

Rule 144 creates safe harbor from the definition olunderwriter in Section

2aIi of the Securities Act person satisfying the apphcabk conditions of the Rule

144 sale harbor in connection wth sale of securitit.s is decmed not to bc cngaged in

distribution of such sccurities and theretore not an underwriter for purposes of Section

2aXl One of the determinations that routinely needsto be made in connection with

Rulc 144 is that of affiliate status whether particular pcrson is an affiliate of an

issucr pursuant to Rule l44aXl Ruk t4aX defiuics an afhh itc of an tssucr as

person
that directly or indirectly through one or more intermediaries controls or is

controlled by or is under common control with such issuer Rule 144a2 provides that

the term person when used with reference to person for whose accounts securities are

oniidntial Tt.umuit itqusted by MSSiI \krgan Stanley
and ntgroup 107
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to be sold in reliance upon Rule 144 includes in addition to such person any corporation

or other organization in which such
person is the beneficial owner often percent or more

of the equity interest

ach of the Morgan Stan Icy Parties the Citigroup Partics and MSSE3 i1l hold

securities incuding in some cases restricted securities of various issuers on principal

isis and through discrttionary customer accounts hc partics ill comply ith the

conditions of the RuIc 144 safc harbor as modified by thc Proposal fok lcmporarv Relic

below %hcn
cnlering into transactions with respect to such securities As discusscd

hclos arc onh requesting relief for temporary period until no later than Septcmber

302009

13 Proposal for Temporary Reihf

During the applicable Relief Period each of the Morgan Stanley Parties and the

itigroup Partics as applicablc sill continue their rcspectivt currcnt position monitoring

policies procedures and practices for purposes of Rule 144 ach of the Morgan Stanky

Parties and the Citigroup Parties will aggregate the securities managed and/or

hcnchcrilly ossned the portion of MSSB that ssas contributed by such parts that is

br eanipIe the Morgan Stanley Parties will aggregatc their holdings with thosc of the

MS hannel for purposes of Rule 144 affiliate determinations AfiuIJ

1.terminations and any application of the solumc limitations set forth in Rule 144e
Volume Lmutatios and the Citigroup Parties will aggregate their holdings with

those of ilk SB Channel for purposcs of Affiliate Determinations and any Volume

imitations During its applicable Relief Period neither the Morgan Stanley Parties nor

thi itigroup Parties will aggregate their positions with MSSB as whok br purposes of

Affiliate Determinations or Volume Limitations nor will MSSB separately make any

Affiliate Determinations or track Volume Limitations The MS Channel is currently

monitored and rcportd on an aggregated basis with MS and thc SB hanncl is currcntls

inoiiitord and reported on an aggregated basis with Citigroup there are dedicated

groups for cach parent charged with monitoring and reporting its positions and thcs

groups will continue to do such nionitonng and reporting for each parent respective

channel during ilic parties applicable RUicf Periods

In the event that either the Morgan Stanley Parties or the Citigroup Parties are

required to file any Forms 144 during their applicable Relief Period the relevant parties

will add footnote disclosure disclosing their rclattonship ss ith MSSI3 In addition during

their applicabk Rclief Periods once cithcr the Morgan Stanley Parties or the Citigroup

Panics dctcrminc that they are required to file form 144 the will indudc in sud
footnote disclosure the portion of the holdings that is attributable to MSSE3 By way of

n1knua Thaimnt Requcstd by MSS3 Morgan SianIv and Ciligroup 008
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campk if thc Citigroup Parties ere to file Form 144 to report sale of4restricted

securities within the meaning of Rule 144 they would include footnote disclosure

indicatmg that titigroup owns 49% of MSSB and the amount at thc saks hung made
the 513 Channel of MSSB

Relief Periods

iPcn thur diffu-cnt systems and respeetne leels of ownership in MSSI3

Morgan Stanley and Cthgroup have different timuables for resolving their respectie 11

ehallcngcs in order to lx in position to aggrcgate with MSSE3 and to disaggregate from

MSSB Morgan Stanley may be able to completely aggregate its position monitoring and

rcporting system with MSSI3 on Legal Day One but in any .vent expects to be able to do

so no later than Scptenibcr 30 2009 Citigroup expects to be able to completely

aggiegatc its position monitoring and reporting system %%Itli MSSB by Sptembcr 30

2009 Morm Stan lc and Citigroup eptct to be able to ompktcl disaggregate thur

poiflon monitoring md reporting from MSSB by Scptcmbcr 30 2009 Accordingly the

partic rquct that the Staff grant tuiiporary relief to allo each of the Morgan Stanicy

Parties liii itigroup Partics and MSS3 to sell sccuriti5 on principal trading basis or

foi discrctionary customer accounts without registration under Section or compliance

ith Ruk 144 on the basis described aboc in Proposal for lemporari Relzefthrough

each partys applicable Relief Period

Wc note that v.hilc this information can be determined manually by cach party ith

respect to an indnidual sccurity for which reporting threshold has becn cxcccded and

filing is being mmde neither party currently has the ahilit to monitor on an ongoing and

daily basis thc securities held by the portion of MSSB contrihutcd by ih othcr party in

order to determine whether reporting threshold has been reached on an aggregated

basis See IT Challenges below

With respect to this anticipated timing Morgan Stanley is currently receiving daily

test feed from Citigroup which
reports positions in securities within the SB Channel

Morgan Stanky is in thc
proccss

of adaptmg its 11 systems to read this kcd and to

aggregate thc position information with Us own position information and that of the MS
channel itigroup is similarly recuving test feed from Morgan Stanicy which will

enable it to report positions in securities within the MS Channel The implementation of

these feeds is in progress and will he completed by the end of the particsapplicable

Relief Periods at which time the positions within the two Channels of MISSB will also be

able to he combined from an IT perspective

Coniidentiai Treatment Requested by MSS13 Morgan Stanley and Cirigroup 009
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Either Morgan Stanley or Citigroup may be in position to aggregate its position

monitoring and to enable compliance .ith Rule 144 on basis which no longer requires

relief earlier than the other md/or earlier than MSSB If Morgan Stanle or itigroup is

able to aggregate its position monitoring and reporting with MSSI3 or if both are able to

disaggregate their position monitoring and reporting from MSSB cattier than September

30 2009 in each case such
party will notify the Staff in writing

This request for relief is limited as follows

the relief would he temporary and for the Morgan Stanley Parties and

the Ciligroup Parties would not extend past the earlier ofa the date on

which Morgan Stanle% or Citigroup as the ease may be vm aggregate its

position monitoring and reporting with MSSB or September 30

2009 and tbr MSSB would not extend past the earlier ofa the date on

which each of Morgan Stanley and Citigroup can disaggregate its

position monitoring and ieporting from MSSB or September 10

2009 in each case such period is referred to as the applicable jjjf
Pr1 for such party

ii for
purposes of Section and Rule 144 the use of the temporary

aggrcation method described aboe would be limited to Mliliate

Determinations and Volume Limitations

iii the relief would be limited to transactions in which the Morgan Stanley

Parties the Citigroup Parties or MSSB would be selling on principal

trading basis or through accounts over which the Morgan Stanley Parties

the Citigroup Parties or MSSB exercise investment discretion

iv the relief would not extend to situations where oithcr the Moigan Stanley

Parties the Citigroup Parties or MSS13 as applicable is acting as an

underwriter in an underwritten offering of the securities at issue and

the relief would not apply in situations where the Morgan Stanley

Parties the Citigroup Parties and MSSB have actual knowledge with
actual knowledge by the Morgan Stanley Parties or the Citigroup Parties

of ow nership positions by the other and its Channel to be based for this

purpose solcl on ownership positions disclosed by the other party in

Schedules 131 and 130 filed with the Commission under Section 13 of

the Securities Fxchange Act of 1934 as amended

that the Morgan Stanley Parties or the Citigroup Parties combined with

MSSB hcncficiall own within the meaning of Rule 13d-3 under the

Exchange Act securities in excess of the applicable thresholds used by

the Morgan Stanley Parties or the Citigroup Parties as applicable for

their determinations of affiliate status for purposes of Rule 144 without

reference to the relief requested in this letter

nnhidcntial Treatnient Rcqueicd by MSSH Morgan Stanley and ctUwoup 0010
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In addition hereby confirm that none of the Morgan Strnley Parties thc

Citigroup Parties or MSSI3 is rcqucsting intcrpretative guidanec ith rcspect to thc

definitions of affiliate and person under Rule 144

IV Rationale for Requested Relief

We believe the following arguments support the request for relief

Business Focused on Agency Rallier Than Principal Trading

I3cviuse itigroup is not contributing principal trading business to MSSB and

Morgan Stanley is contributing just small prinupal tiading busincss thc primary

business oIMSSI3 will be retail brokerage and private wealth management and the

majority of positions are in customer accounts the majority of which are non

dicrctionary Although MSSB will engage in limited amount of prmcipal trading

.pectcd to hc for the purpose of facilitating customers such trading is expected to

represent relatively small portion of its overall activities As result Morgan Stanley

and itigroup expect that on its own MSSI3 ill ery rarely if eer at the early stagcs

of its business reach threshold of security ownership that would result in it being

determined to be an affiliate of the applicable issuer for purposes of Rule 144

Likewise due to the nature of MSSBs primary business we do not believe that

the vast majority of transactions effected by MSSB -- either transactions with respect to

customcr accounts or principal trading pnmantly to facilitate customcr accounts are the

type of transactions that were intended to be covered by the dchniuon of underwriter

within the meaning of Section 2aX1 of the Securities Act

13 Furthers Public Policy Objectives

Absent the requested relief it is possible that the transaction will not be able to

dost mtil the 11 stems are deelopcd to pcrnut aggregation of information required to

be disclosed However the importance of the swift and successful completion of the

joint venture in the current market environment cannot he underestimated We hclieve

that the monitoring and reporting chalknges faced by the proposed joint ycnturc are

uniquc and possibly unprecedented We also believe that given
the reasonable

altcrnativc rcpoiting proposal contained in this lettcr the balance of public interest

weighs in thvor of granting the limited and temporary requested relief without which the

closing of the transaction would have to be delayed

Wc nou that to the cxttnt any customcrs of MSSB arc themsehcs affiliatcs of the applicable

issuer we expect Ihar MSSBs procedures will require that customers confirm compliance with

Rule 144

onlidential Treatment Requested by MSSR Morgan Stanley and Ciogmup 0011
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First the current financial crisis creates special need for urgency to close the

joint venture transaction The transaction will provide certainty at time when investor

confusion is ri.i and confidence is low Customers of the two firms would be provided

assurance of the future structure of their securities firm when many are sUuggling with

fundamental
questions of whom they can trust with their finances and turn to for advice

Second the joint venture structure proposed by Citigroup and Morgan Stanley is

unusual Most transactions involving changes of ownership of broker deakr arc simpic

acquisitions not icquiring
the mcrgcr of two retail operations with ongoing arringernents

with two legacy firms These ongoing arrangemcntc with the kgacv firms create special

comphcations in complying with Rule 144 Moreover the sharing of legacy firm

onership data that is required to pcrform this iggregation raises significant ongoing
business concerns for the legacy tirms businesses that are not contributed to MSSI3

particularly for Citigroup which does not have management control over MSSB Not only

do these unique monitoring and reporting challenges not arise in most transactions as

discussed further in the next paragraph they also are more challenging in this transaction

than the issues more commonly raised

lhird the scik ot the joint eriture is unusually largc touching more than 10

million customer accounts and creating technological challenges of immense scope or

MSSI3 Morgan Stanlei and Citigroup to respond to thc rcsulting disclosure challenges

thc must makc extensie changes to multiple systems covering range ot monitoring

and business uses Given their scale temporary manual fixes to address these problems

are not practicable and would not nesult in accurate infbrmation being consistently

provided in timely manner to the public The scope of these systems changes is perhaps

unprecedented for combination of retail operations

Fourth despite the significant challenges posed by the scope of these systems

changes MSSB Morgan Stanley and Citigroup arc committed to impkmcntmg thc

changes in timeh and comprehensi manner herefore the requested relief is to last

only for the relati clv short mtermi penod until such implementation is complete so that

customers and the market may receive the benefit of certainty provided by closing the

transaction as soon as possible ihe requcstccl relict will allow the parties to Ios thc

transaction more quickly and is appropriate and in the public interest given the current

financial market turmoil

Scc tVo1iwn cucr I/er Majeti xrn ernmcnt L/zangc Act ScrJton /idi Reportnt
daic Dec cmher /0 200S hich as granted in part bascd on thc United kingdom

govenimcnts response to the international financial crisis

Con fidennai Treatment Rvquestcd by MSSR Morgan Stanley and Citigruup 0012
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In view of the unusual structure of the joint venture transaction the scale of the

joint enturc the massise resulting stems changcs the urgtnt ned to provide ertamt
to customers and the turmoil in the finanual markets se belie that it should be

possible for the Staff to provide relief in this situation without creating precedent that

may used others whert the tignt circumstances present here do not exist

Mortovr se bdit that the
provision of relic in this 1rumst4nu will bnfit

invcstors and the publu and will not be contrar% to the Commissions investor protection

mandate

C. oordmatwn of ilobal Regu1aior Rtgmi

ol Morg in Stanky and Citigroup is subject to disclosure ol niterst regirncs

globally with ch hamg its on rqulrements and standards for global monitoring and

reporting Accordingly rnonitoriniz and reporting on global level will require an IT

system that will work effectively on global basis and implementing this system will

take time

IT Challenges

rum practical standpoint it may be difficult for Morgan Stanley and itigroup

to resolve the IT integration challenges prior to or immediately after closing the

transaction such that they and MSSL3 may effectively monitor and trade positions in the

manner required to sell securities on principal trading basis or for discretionary

customer accounts under Rule 144 on Legal Day One As noted above there will be

significant work involved in integrating the MSSB data into two companies IT systems

md in th me tntimc thert ill substantial product data nd systcm dissonance That

said ibm lirms arm making dlligentefflrts and have projcct tcams in place to achim.se

suflkunt IT integration as soon as practicable to be able to comply with disclosure

regulations and maintain the confidentiality of sm.nsitive ownm.rship data without needing

to implm.mcnt onerous manual solutions 10 date each of MS and Citigroup hac

exchanged data feeds of their reporting positions that will be contributed to MSSI3 an

.egal Day One and the parties are working with these feeds as described in Note above
lowever thc part icc m.xpect the integration issues for the 11 svstcms that arc re1e ant to

position reporting to be resolsm.d gradually oer less months sUh goal of complete

integration by September 30 2009

Each of the two firms has project plan with clearly defined IT milestones arid

goals and which sm.ts out the steps that hase been tak.n and the steps that rm.main to be

taken toward complete integration

To the extent that the IT systems are not integrated as necessary to facilitate

complianci by Legal Dy One manual workarounds would be the only possible solution

abscnt relief However the unprecm.dented scale of MSSBs brokerage opemtions makes

such manual workarounds impractical and any form of manual workaround in tWO very

large organizations raises significant concerns regarding the reliability of data and the

ConfidntlaI Treatrncnt Rqustcd by MSSR Morg Stanky and Ciligroup 0013
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resulting conclusions In addition preparing and implementing these manual

workarounds ou1d require significant IT ork and would ultimately distract and delay

the firms respective IT groups as well as their compliance personnel from thur primary

goal of IT integration and strict compliance with the rules in the near term

The following arc sonic ol the II issues that must be resolved beforc the

successful integration of the MSSB data into the Morgan Stanley and Citigroup IT

systems for Affiliate Determinations and any application of Volume Limitations

Securities data identification issues For many securities there is

no common Intcrnatlondl sccurit identifier This is particularly

the cise for structured products and derivatives where the

lmkagc between the denatie and an underlying listed security

may need to be manually established to ensure that firms

aggrcgate position data is accurate Moigan Stank and

Citigroup usc differcnt mcthods of identifying these securities in

their respective databases As result there will be

discrepancies lIthe position data is integrated prematurely To

resolve this issue translation table must be created to eliminate

the discrepancies before the Contributed Businesses position

data may be combined The process of creating such table and

mapping the relevant data from Citigroups systems to Morgan

Stanleys and vice versa will be time-consuming and difficult

Data ModejQfferejjc Morgan Stanley and Citigroup use

different data models and ultimately capture thur position data

differently Morgan Stanley and Citigroup arc working togcther

to find common data model in otder to process the positions

together Ladi II system collects different miormation about

customer accounts and even where they collect the same

information they may do so differently complicating efforts to

determine which data should he included in reports and how it

should be calculated

Logistics for Data Dueto the sensitivity of the

data Morgan Stanley and Citigroup must agree on se.urc wa
to transfer and warehouse cross-firm information to cnsurc that

confidential information is not disclosed Although Morgan

Stanley and Citigroup have different tools available to do this

they must agtee upon standards to bc impkmcnted on both sides

in order to begin automated transmissions in secure manner

This effort can take time ilone of the parties needs to acquire

and install new tools in order to support these requirements

onfitkntial icatmetu Requ.s1ed 1w MSSB Morgmi 5tnk and tIgroup 0014
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As noted above the parties expect these various IT integration issues to be

resolved gradually over few months with goal of complete integration by

September 30 2009

Temporary Solution

Finally and most notably the proposal for Legal Eay One is only temporary

so/u/km proposed in the interest of providing market tttnspareney under difficult

circunistances It is not permanent and is merely meant to bridge the gap until thc

integration issues for the IT systems that are rele ant to Rule 144 are iccolved With

rcspcct to the Morgan Stanley Parties this may bc by Legal Day One but could extend

until Sptcmbcr 10 2009 and with
respect to the

Citigroup Parties and MSSL this is

txpccted to be by Septembcr 30.2009 Each of th Morgan Stanle Parties th

itigroup Parties and MSSB vill sell secuaties on prinup ii trading basis or for

discretionary customer accounts in compliance with Rule 144 as written as soon as such

party has tht indepcndent capability to do so or shortly therealILr As noted above either

\ioigan Stanlcy or Citigroup may be in position to aggrcgatc its position monitoring to

enable compliance with Rule 144 on basis which no longer requires relief earlier than

the othcr and/or earhci than \4SS13 If Morgan Stanley or Cit
igroup is ahlc to aggreatc

it position monitoring and reporting with MSSI3 or if both parties are able to

disaggrcgatt their monitoring and reporting from MSSB carher than Septmbtr 30 2009

in each case such party will notify the Staff in writing

Intentions for Effectin Transactions Under Rule 144 fo1lowin th Relief

Ie riotis

ollowing thc integration of the MSSB data into the Morgan Stanle and

Citigroup IT systems and the disaggregation of MSSI3 from Morgan Stanley and

Citigroup thc parties will have the ability to sell securitics on principal trading basis or

ftr discretionary customer accounts in compliance with Rule 144

VI Relief Soutlht

In summaryMSSB the Morgan Stanley Parties and the Citigroup Parties request

that the Staff of the Division of Corporation Finance confirm that it would not

rccommend to the Commission that it take enforcemcnt action against MSSB the

Morgan Stanle Parties or the Citigroup Parties if without registration under Section of

thc Sccuritics Act or compliancc with Rule 144 thereundtr such partics tcmporarily sd
sccurities on prinupa trading basis or for discretionary Lustomcr accounts on the basic

described above This request tbr relief is subject to the limitations and

acknowledgements set forth in Part I1LC above
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VIL Confidential Treatment Recjuesl

ot the date of this letter the parties have not publicly dtsclosed certain infhrmation

contained herein including their expectations regarding the closing date of the

nansaction Public aailability of this information could hae adverse consequences for

the panics For example an unexpected delay in the closing could be interpreted by

market participants as an indication that there are material difficulties with the joint

enture when none in fact exist Accordingly notice of this letter also being sent to

tin Office of Ircedom of information and Privacy et Operations of the Commission
and we repectfuhJy reqiest that the commission accord confidential treatment to this

request and an %riUen
response Il-urn the Stall thereto pursuant to 17 C.F.R 200.81

u91i1 the earlier fW the losing Date and iithe date that is 120 da from the date of

the Stairs response to this letter

Please contact Laurie Cervenv of E3ingham McCutchen LU at 617 95l-827
Miseha Travers of Davis Polk Wardwehl at 650 75-2014 or the undersigned at the

above phone number to discuss any questions or comments to this letter

Sincerely yours

JOhn Utischncidcr

cc Michelle Orosehakoff Moran Stan Icy

Anne Cooncy Morgan Stanley

Ruse Anne Richter Morgan Stanley

Dennine Buliard Morgan Stanley

Joyce Kramer Morgan Stan Eey

Michelle Wilke Morgan Stanley

Beth McGinlev Morgan Stanley

Mathias Kramer Morgan Stanley

Neal Sdllivan tl3mgham McCulchen Lii

Anr Kroll h3ingham McCutchen .LP
lardy ailcort f3ingharn McCutchen I.P

anne erveny Ulmgham MeCutchen LLP
Karyn Pohak Citigroup Inc
Al Karshan citigroup Inc

Craig Barrack Citigroup Inc
Micha Travers Dayis Polk Wardwehl

annv Schwartz Davis Polk Wardwell

mtikniil t1 cnt RL sed \tSSR v1rn SI nk and iigroup
\i9666


